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During the past year, the average small investors in Hong Kong
may be bewildered by the numerous advertisements from unit trust
companies in Hong Kong. This paper attempts to study the
environmental settings of the unit trust industry in Hong Kong, the
use of unit trust as an investment vehicle by the small Hong Kong
investors, the attractiveness of unit trusts in terms of a composite
measure of risk and return in comparison with other investment
vehicles commonly adopted by the small investors. It is found that
whilst unit trusts are not very popular in Hong Kong, the
performance of the majority of unit trusts authorized for sale in
Hong Kong are indeed better than the other investment vehicles used
in the comparison, i.e. Hong Kong quoted shares, gold and certain
time deposits during the period under study. On the whole, unit
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Unit trusts offer the Hong Kong public an alternate means of
investment and the unit trusts market is growing quite respectfully
over the years. Unit trusts work on the pooling concept whereby
individual savings are pooled together in a trust fund.• A fund
manager appointed by the trustee manages its investment portfolio
with the primary aim to increase both income and capital growth of
the fund. Unit trusts are bought and sold at a price based on the
net asset value of the fund as of a particular valuation day. The
main features of unit trusts are twofold:
1. Reduction in risk: efficient diversification into different
markets-which is usually impractical and financially impossible
for an average private investor.
2. Expertise: the managers of these funds are themselves
professional experts in their own specialized markets. Unit
trusts set up by financial institutions are also in a better
position to access and utilize market information and
intelligence which are readily available by virtue of their
being in the same network.
.Currently, there are 211 unit trusts or mutual funds (as they
are called in U.S.A. and Canada) authorized for sale by the
Securities Commissioner in Hong Kong as at December 6, 1986. In
1980, there were 73. Out of these 211 units, 73 are Hong Kong-based
funds, making the number of overseas funds 138. The increased
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number of funds available for sale in Hong Kong demonstrated a surge
of interest from investors. When the Hong Kong securities market
started to become bullish again in October 1986, many onlookers
accredited it to the aggressive stance taken by the local and
overseas fund managers who identified Hong Kong as a choice market.
This kind of publicity further enhanced the market image of unit
trusts. Unit trusts are becoming popular among private investors who
neither have the expertise nor the time to make professional
investment decisions.
This study attempts to evaluate and compare the performance of
unit trusts vis-a-vis other investment instruments strictly from the
view point of a small investor. The study would also enable us to
gain a better understanding on the unit trusts market in particular:
1. The underlying environmental factors which facilitate the growth
of a unit trusts market in Hong Kong.
2. The general characteristics of the unit trusts market.
3. The categorization of unit trusts.
This study would also describe the various factors taken into
consideration by private investors in their investment decisions.
Major considerations would be:
1. Investment objectives: liquidity, safety,'income or capital gain.
2. Risk-return preferences.
3. Depth of diversification.
It is hoped that this study will highlight the strengths and
weaknesses of investing in unit trusts so as to draw some conclusions
as to whether it can potentially become as popular as other forms of




Time Span Covered by the Research
As unit trusts are intended for long-term investments because of
their relatively high initial sales charge, a study of their
performance over a five-year time span is made. The starting point
is taken to be January 1, 1982 which was about five years back. It
is expected that over such a long time span, any seasonal, cyclical
or short-term economical effects should have been even out to enable
a fair comparison.
Selection of Unit Trusts for Comparison Purposes
Today, there are thousands of unit trusts on sale over the
global markets. As this paper is a study on small Hong Kong
investors, only those unit trusts enlisted in the authorised list of
the Hong Kong Securities and Commodities Commission will be
studied. This is because unless authorization is given by the said
Commission, its marketing to the public by means of advertisements
in newspapers or other public promotion is prohibited. It can
therefore be assumed that small investors in Hong Kong are not
likely to be aware of those unit trusts not authorized for sale in
Hong Kong. Furthermore, as this study covers the five-year period
since January 1, 1982, only those unit trusts already existed on
that date will be considered for selection purpose, because their
long-term performance are more relevant for a fair comparison. On
January 1, 1982, only about seventy unit trusts were authorized
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by the Securities Commission. In this study, 43 of them have been
selected, representing a sample size of 61 percent.
Choice of Other Common Investment
Vehicles for Comparison Purposes
From the market survey findings in Chapter VI, and as discussed
in Chapter V, the major investment vehicles competing with unit
trusts are identified to be
1. Hong Kong Stock Market,
2., Hong Kong Dollar Deposits,
3. Foreign Currency Deposits, in particular, the U.S. Dollar
and Australian Dollar,
4. Gold.
Therefore, the performance of the above five investment
vehicles are chosen for comparison purposes. Real estate, although
the most popular investment vehicle in Hong Kong, is not included
here due to its substantial size of investment and illiquid nature
which are different from the above investment vehicles.
Measurement of Performance
The Rate of Return Approach
The performance of investments in this study will be measured by
means of the Annual Rate of Return R computed as follows:
R=( P- P+ I)/ P x .100
t 0 0
Where R will be expressed as a percentage
and P= Market Price or Principal Sum of the Investment at
t
the end of the year
P= Purchase Cost or Principal Sum of the Investment at
0
the beginning of the year
5I
Total Income or Distribution from the Investment during
the year
Then an average yearly return will be computed for each
investment.
The Measurement of Risk
In investment theory, it is commonly accepted that high returns
are usually associated with high risks. So, it is meaningless to
pursue an investment which would (or probably would not) give the
highest return without considering its risk, i.e., the chance of
getting the return as expected. As used by many investment
analysts, we shall use the standard deviation of returns as a
measurement of risk.
A Composite Measure of Risk and Return
In order that an investment's risk and return may be measured
together, we have adopted the Sharpe's composite performance
1
measure to rank and compare the performance of unit trusts. An
index S will be computed for each unit trust as follows:
1 William F. Sharpe, Mutual Fund Performance, Journal of
Business, (January 1966)
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S= Sharpe's Index for Unit Trust x for the period under
x
study, i.e., 1982 to 1986
R= Average yearly rate of return of the unit trust x
x
SD= Standard Deviation of the yearly rate of return for
x
1982 to 1986
R= Average rate of return on risk free assets during 1982
f
to 1986. (To estimate R, we have used the weighted
f
average of the savings deposit rate paid by principal
2
banks in Hong Kong during the period under study,
the weight being given according to the length
of time during which the rate prevailed.)
In simple terms, the Sharpe's Index is a measure of the risk
premium obtained per unit of risk.
Adjustments for Exchange Rate Changes
Before-the pegging of Hong Kong Dollar to U.S. Dollar on October
17, 1983, there was a great fall in value of Hong Kong Dollar
vis-a-vis U.S. Dollar and other major currencies. Then in 1985 and
1986, there was a steady fall in the value of U.S. Dollar vis-a-vis
other currencies. As the Hong Kong Dollar is-pegged to the U.S.
Dollar, a great fall in its value vis-a-vis other major currencies,
in particular the Japanese Yen and Deutsche Mark was experienced.
Because of all these dramatic exchange rate fluctuations during 1982
to 1986, adjustments of the performances of investments denominated
2
Source: Hong Kong Monthly Digest of Statistics, (March 1987)
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in foreign currencies to reflect these fluctuations are required.
The adjustment formula used is as follows:
Adjusted Rate of Retur
Rate of Return Before Adjustment
Exchange Rate of Hong Kong Dollar vis-a-vis one unit of the
respective foreign currency at the beginning of the relevant
year
Exchange rate of Hong Kong Dollar vis-a-vis one unit of the
respective foreign currency at the end of the relevent year
(The exchange rates are based on those given in the Hong Kong
Monthly Digest of Statistics which are the middle market T/T rates)
Measurement of Unit Trust's Performance
There is a bid/offer spread or sales charge of usually 5 percent
to be absorbed by investors at the time of purchase. If the
following formula is used for measuring the yearly rate of return:
(Bid Price at End of Yr- Offer Price at Beginning of Yr)+ Dividends
Offer Price at Beginning of Year
the yearly rate of return will have 5 percent struck off every year.
This will bias the performance measurement and comparison results
over the five-year period under study as unit trusts are supposed to
be long-term investments. Therefore, the prices used are the
mid-point between the bid and offer prices at each of the year ends.
When such data is not available, the net asset value will be used.
As the bid and offer prices are determined by the net asset value of
the funds, it is expected that the discrepancies between these two
approaches are insignificant.
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Hong Kong Quoted Shares
In order to compare performance on an average basis, the Hang
Seng Index is chosen as a measurement criterion for this item. In
real life, no small investor can buy a portfolio of shares
represented by the Hang Seng Index with his small amount of
savings. He could do very well if he is lucky enough to have picked
the high-fliers or he could do very badly if he is unfortunate. It
is meaningless to assume our small investor to have bought any
particular type of shares. So the Hang Seng Index is chosen to
represent the average performance of many small investors who invest
in Hong Kong shares. The following formula is used:
(Index at end of Yr- Index at beg. of Yr)/ Index at beg. of Yr
+ Weighted Average Dividend Yield of Hang Seng Index
Constituents for the Year3.
Gold Bullions
The price of 99K gold as at the end of the year under study will
be compared against the price of gold as at the beginning of the
year. The percentage increase in price will be used to measure the
performance of this item. Other types of mints such as 999K or
Krugerands move almost in fixed proportions relative to 99K gold
prices, the 99K gold price will be a very good representative
measurement for this item.
3
Source: Hang Seng Bank Ltd.
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Hong Kong Dollar Time Deposits
Whilst there can be time deposits of many different deposit
periods, the three-month time deposit rate is chosen because its
liquidity and yield are representative of the average deposit type.
The rates given by the principal banks will be used.
U.S. Dollar Australian Dollar Time Deposits
Similar to the Hong Kong Dollar time deposits, the three-month
time deposit rates will be used as representing the performance of
these deposits. Adjustments for fluctuations in exchange rates of
these currencies against Hong Kong Dollar will be made using the
formula already discussed.
Methods of Comparison
Rates of return for each of the year during 1982 to 1986 will be
computed for each of the 43 unit trusts forming our sample together
with the other common investment vehicles mentioned above. The
Sharpe's Index will also be computed for each one of them. They
will then be rank in order of rates of return. The coefficient of
correlation of the order ranking will also be calculated. The
results will be analysed and discussed in Chapter VIII.
Collection of Data
Questionnaires for facts and comments were sent to the 36 Hong
Kong Representatives of all the unit trusts authorized by the
Securities Commission as at December 6, 1986. A market survey of
small investors was conducted by distributing questionnaires to two
classes of Three-year MBA students of the Chinese University of Hong
Kong. Copies of the questionnaires used can be found in Appendices
2 and 4. Two investment directors of unit trust companies
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companies were interviewed and a summary of findings is contained in
Appendix 3. Because of the not so satisfactory response rate from
the unit trust companies, secondary data from the Unit Trust
Management Service of the Personal Financial Consultants Ltd. were
4
also used. Various banks and financial institutions were
approached for information.
4
This is an eminent investment service company for private
investors in Hong Kong.
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CHAPTER III
THE INVESTMENT CLIMATE IN HONG KONG
Environmental Factors
Before we dwell further into the subject of unit trusts, it is
important to understand the environment of the local investment
market. In the last twenty years or so, Hong Kong has emerged as a
prominent commercial centre, due mainly to the positive
non-intervention stance taken by the local government. Not only
does it attract funds from the traditional sources of Asian
countries, institutional investors from well-developed markets such
as U.S.A., U.K., and Japan are also increasing their portfolio
holdings in Hong Kong. Building on its reputation as one of the
most liberal investment markets in the world, Hong Kong is
strengthening its role and influence in the international scene of
finance. The following factors contribute to the working of Hong
Kong as a heaven for international funds:
1. Lassez-faire attitude of the government. its positive
non-intervention approach resulted in substantially fewer
regulations than other markets. Inactive governmental
intervention in either the money or captial market help to
propel Hong Kong market to maturity.
2. The absence of foreign exchange control.
3. The absence of governmental regulation to report transfer of
funds into or out of Hong Kong.
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4. The absence of distinction between resident and non-resident
accounts. Individuals or entities residing in Hong Kong or
non-residents investing in or through Hong Kong can do so
without restrictions.
5. The absence of a central bank.
6. The liberal tax laws. Profits tax for corporation is 18.5
percent. Indivual earnings on dividends and capital gains are
not subject to witholding tax. Interest payable on deposits
(both Hong Kong and foreign) are also exempt from tax if the
deposits are placed with financial institutions doing business
in Hong Kong.
7. The clarification of the political future of Hong Kong beyond
1997. With the official signing of the Sino-British Agreement
in 1984, Hong Kong's role as an extension of PRC in its
interaction with western world has been identified and
recognized. Hong Kong is to continue as a capitalist territory
under PRC's one country, two systems policy.
Freedom in the investment market which owes its development and
formation from the above-mentioned factors has provided a favourable
environment for the growth of a range of investment vehicles in Hong
Kong.
Investment Instruments
Listed below are typical investment instruments available in
Hong Kong:
Hong Kong Securities
The Stock Exchange of Hong Kong is an autonomous and self-
regulating body. Its activities are subject to the scrutiny of the
Securities Commission. Most of the three hundred companies listed
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are domestic corporations. Its primary and secondary markets are
extremely active. It is the second largest Asian market in terms of
turnover and capitalization. Average December turnover in 1986 was
HK$914 million while market capitalization was HK$419,281 million as
of December 31, 1986.
The stock market in Hong Kong is very liquid. It is also a
volatile market attracting watchers and investors both locally and
internationally. The popular Hang Seng Index which has a base value
of one hundred on July 31, 1964 ended at 2568 on December 31, 1986.
There were eleven new floatations in 1986, raising a total capital
of HK$12,524 million.
Prior to the collapse of the market in 1974/1975, the market was
dominated by small private investors. Private investors do not seem
to have fully recovered from the sad experience of the mid 70's and
their participation in the market has been taken over by
institutional players who have become very influential in the stock
market scene nowadays. Please see Appendix 1 on historical annual
highs and lows of the Hang Seng Index from 1964 to 1986.
The Foreign Exchange Market
Hong Kong population has always enjoyed the presence of a mature
foreign exchange market in which the local currency and various
foreign currencies are actively traded. The absence of foreign
exchange control encourages dealings in the foreign exchange market
by banks, financial institutions, companies or individuals,
residents or non-residents. The fact that Hong Kong economy relies
heavily on active trading with its international partners ensures
that there will be sufficient demand and trading volume on both the
local and foreign currencies.
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The spot market is extremely active place of dealing is easily
accessible to the public at the many outlets of the banking and
financial institutions. The forward market is also very active
with demand for all sizes and all dates up to one year.
The most popular currencies traded are the U.S. and Canadian
Dollars, Yen, Sterling and Deutsche Mark. Partly as a result of the
pegged exchange rate since 1983 when US$1 was fixed at HK$7.8, the
public investors are finding the returns from US$ less attractive.
Lured by attractive interest rates, Australian and New Zealand
Dollars are gaining popularity. Table 3.1 summarizes the trend of
investors' choice of deposit currencies. The percentage of HK$
deposit is dropping from a high of 52 percent in 1983 to 44 percent
in 1986. At the same time, the amount of non-US$ deposit as a
percentage of total foreign currency deposit rose rapidly from 11
percent in 1983 to 32 percent in 1986. This clearly demonstrates
the increasing demand of foreign currency as an investment medium in
Hong Kong.
The Hong Kong Gold Market
Hong Kong gold market is placed among the world's most active
trading centres with New York, London and Zurich. In a Chinese
community, gold is viewed as a valuable asset to be held as a
protection against inflation, political and financial
uncertainties. Gold as a means of investment is deep-rooted in the
Hong Kong population. Bullions and gold coins such as Gold Eagle
and Maple Leaf are very popular. Paper gold holdings where gold are




The Hong Kong Futures Exchange leads an active market for
metals, commodities and financial futures contracts. The Futures
Market gained momentum with the introduction of the Hang Seng
Financial Future in 1986. Also traded are gold, soybeans and sugar.
Money Market Instruments
The Hong Kong money market is still very much deposit oriented.
The general public can set up call and time deposit accounts with
banks and other deposit-taking companies. Activities of-these
deposit takers are under the supervision of the Commissioner of
Banking. Since the bulk of retail banking is controlled by a few
local banks, there is a concentration of Hong Kong Dollar deposit.
Hong Kong Bank, who together with its subsidiary of Hang Seng Bank,
account for over seventy percent.of total Hong Kong Dollar deposit.
As a result of this concentration, liquidity of funds for long term
lending is limited. This, together with the pegging of Hong Kong
Dollars against U.S. Dollars, discourages long-term lending
further. The result is a money market which concentrates on short
term instruments such as deposits.
Although we witness a gradual development in long term money
market instruments, they are not accessible to the general public
due to a lack of active secondary market. Please see Table 3.2 for
a summary of money market instruments in Hong Kong.
Other Capital Market Instruments
Unlike other financial centres such as London and.New York, Hong
Kong has yet to catch up in other sophisticated capital market
products such as bonds and notes. The market for corporate and
16
government bonds and notes issuance is relatively immature.
Secondary markets are limited in activities. Most of the local
companies raise capital from the local stock market. For those
companies who are considering other means to raise fund usually do
so in the Euromarket. As can be seen from Table 3.3, the extent of
activity associated with bonds and notes in Hong Kong is rather
limited. Private investors are restricted from participating in
these markets.
Summary
One investment vehicle which is not mentioned is unit trusts.
This is to be discussed in greater detail in the next chapter. All
in all, investment activities in Hong Kong are dominated by trading
in equities, gold, commodities and foreign currencies. One point to
highlight is that Hong Kong investors, by virtue of the
profileration of foreign investment companies, also gain access to
overseas secondary markets of stocks, bonds and other high-yield
securities. This is what makes investment in Hong Kong dynamic and
exciting.
17TABLE 3.1
DEPOSITS BY CURRENCY (HK$ MILLION)
*Dec. 1983 Dec. 1984
Total Deposit HK$292,251 (100%) HK$368,388 (100%)
Hong Kong Dollar 153,402( 52%) 193,190( 52%)
Foreign Currency 138,849( 48%) 175,198( 48%)
US$ 123,418( 89%) 153,094( 87%)
Others 15,431( 11%) 22,104( 13%)
Dec. 1985 Dec. 1986
Total Deposit HK$448,968 (100%) HK$562,529 (100%)
Hong Kong Dollar 212,131( 47%) 245,103( 44%)
Foreign Currency 236,837( 53%) 317,426( 56%)
US$ 187,973( 79%) 215,283( 68%)
Others 48,864( 21%) 102,143( 32%)
HK$ to US$ pegged




MONEY MARKET INSTRUMENTS IN HONG KONG
o Deposits Very active in HK$, US$, Yen,
Sterling and Other Eurocurrencies
Call Deposits Overnight, two, seven, and fifteen
days. Offered by banks and other
deposit taking institutions
Time deposits fifteen days, one month and up to
six months. One to five years
available from finance comapnies
o Certificate of Deposits Market for negotiable certificate of
deposits began in 1980
Issurers Major foreign banks
Rates Fixed or floating
Maturity Two to seven years
Secondary market Moderately active
Fixed rate Hong Kong Nineteen as of March 1987
Dollar CD's outstanding
o Treasury Bills No issue
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TABLE 3.3
CAPITAL MARKET INSTRUMENTS IN HONG KONG
o Hong Kong Dollar Commercial Paper or Bill of Exchange
Issurer Company incorporated in Hong Kong
Underwriter Usually a financial institution
Principal HK$200 million to HK$500 million
Maturity 30, 90, 180, 360 days
Secondary Market limited activities
Interest Issue at discount at HKBOR+
tendered margin
o Hong Kong Dollar Fixed Rate Bond
Issurer Company incorporated in Hong Kong
Primary Market Not active
Secondary Market Virtually non exist
Principal HK$200 million
Maturity Five to seven years
Interest Market, payable semi-annually
The removal of ten percent stamp duty charge on Hong Kong bearer
instruments in April 1986 was meant to encourage the issuance of
more corporate bonds by Hong Kong and foreign companies so as to
stimulate the growth of a secondary market. The result is yet to
be seen.
o Floating Rate Note
Issurer Major international corporations
Principal HK$500 million to HK$1 billion
Maturity Five to ten years or longer
Interest HKBOR+ margin
Primary Market Small





Section 2(1) of the Securities Ordinance set out a definition of
unit trust as follows:
unit trust means any arrangement made for the purpose, or
having the effect, of providing facilities for the participation by
persons, as beneficiaries under a trust, in profits or income
arising from the acquisition, holding, management or disposal of
securities or any other property whatsoever.
Under Section 15 of the Securities Ordinance, the Securities
Commission has the power to approve authorization of. unit trusts
under the compliance and conditions contained in the Hong Kong Code




Main features of the Unit Trust Code:
1. The Code serves as guidelines for companies seeking
authorization from the Securities Commission. Unit Trusts
authorized by the Commission are expected to follow the Code in
their trading activities any non-compliance risks withdrawal of
authorization by the Commission.
2. The code, however, is not legally binding.
3. Under the Code definition, unit trusts are open-ended trusts.
4. Unit trusts are legally regarded as securities and as such
must observe the Securities Ordinance and the Protection of
Investors Ordinance.
5. Section 4 of the Protection of Investors Ordinance stipulates
that all advertising materials are to be approved by the
Securities Commission prior to public release.
6. The daily administration of the Code is delegated to the
Committee on Unit Trusts. This nine-member committee is chaired
by either the Commissioner, or the Deputy Commissioner for
Securities. Representatives from the unit trust industry and
the Hong Kong Unit Trust Association are also members of the
Committee.
7. The Code sets forth specific guidelines covering
- Trustee authorization,
- Trust deed provision,
- Management-company and representative company authorization,
- Explanatory memorandum disclosure.
Trustee
Trustee of a unit trust should either be a licenced bank or -a
trust company. A trust company incorporated outside Hong Kong is
also acceptable. Minimum capital requirement of a trustee is HK$5
million.
Trust Deed
The trust deed outlines the operating procedures of the unit
trust. The following areas are covered:
1. Investment limitations: For example, authorized unit trust
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cannot invest more than ten percent of its fund in any one
stock.
2. Investment prohibitions: Unit trust cannot invest in land,
cannot make short sales.
3. Calculation method of offer and redemption prices.
4. Maximum level of fees charged by the management company.
5. Record keeping procedures.
6. Auditing requirements.
7. Documentation Requirement: Edition of the explanatory
memorandum, application form, sales literature, advertisements,
reports and public announcement are to be approved by the
trustee in writing prior to their release.
8. Power of the trustee to dismiss the management company by giving
one month written notice.
Management Company
The management company maintains the unit trust's accounts and
prepares reports. Reports are published at least twice a year. The
Unit Trust Code sets out the disclosure requirements of these
reports. They are:
1. A statement showing the assets and liabilities of the fund.
2. An account showing revenue, expenses and income distribution
during the period.
3. A detailed account on the transactions and trading of units.
4. A profit and loss account.
The Code also offers these guidelines to the management
companies.
1. There must be at least one dealing day when subscription and
redemption of units can be accepted at current calculated
prices.
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2. Subscription and redemption prices must be published, at least
once a month, in one leading Hong Kong paper.
3. Time between the receipt of redemption request and the actual
settlement should not be more than a month.
4. Television, radio, and cinema advertisement are prohibited in
Hong Kong.
5. Door-to-door sales canvassing is prohibited.
6. Purchase of unit trusts are to be requested on application
forms.
7. Application forms and sales literatures are to be distributed to
prospective buyers together with the explanatory memorandum.
8. The trust deed is to be made available for public inspection on
request.
9. The management company must obtain its registration from the
Securities Commission as a dealer in securities.
10. The management company should have at least HK$1 million
capital. It should be in a fund management business and should
not be in a lending business.
In addition, the Committee on Unit Trust also considers the
suitability of the directors and shareholders of the management
company in their authorization application.
Explanatory Memorandum
This is the document which must accompany the unit trust
application form and sales literatures. It contains information
which in the view of the Committee on Unit Trust are pertinent to a
reader in making his/her investment decision. Major items covered
by the explanatory memorandum are:
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1. Date of the trust deed.
2. Summary of the trust deed.
3. Minimum initial investment expressed either in dollar value or
in number of units.
4. Maximum initial sale charge. The current initial charge if it
is less than the maximum.
5. Management company's annual fee expressed as a percentage of the
fund's net asset.
6. The unit.trust's investment objective and policy.
7. Investment restriction.
8. Details on remittance procedures.
9. Distribution policy.
10. Names and registered addresses of the trustee, management
company and representative company.
11. Redemption procedure.
12. Summary on how offer and redemption prices are calculated.
Names of newspapers where these prices are published.
25
CHAPTER V
UNIT TRUST INDUSTRY IN HONG KONG
General Market Environment
Unit trust industry in Hong Kong is dominated by a few leading
management companies. As can be seen from Table 5.1, 143 funds out
of the total authorized trust of 211 are managed by the leading
fifteen fund managers. Before the Unit Trust Code came into effect
in June 1978, there were only fifteen unit trusts in the market. In






Total new authorization 1982-1986 149
Close to 71 percent of the existing unit trusts were authorized in
the last five years, 44 percent were authorized alone in the last
two years. Growth rates in new authorization are enormous: one
hundred percent in 1985 and 58 percent in 1986.
Bullish Markets in
Major International Stock Exchanges
Strengths in the international stock exchanges in 1985 and 1986
depicted a rosy future in the world of investment. Major exchanges
such as New York, Tokyo and Hong Kong all reported all-time highs in
26
1986. Aroused by this upward surge, private investors hurriedly
participated in the market expecting to share in the windfall
gains. The percentage increase in international market indices in
the last two years are shown in Table 5.2.
Currency Alignment
In 1986, the continuing weakening of the U.S. Dollar against
other major currencies brought to the local investment scene an
awareness level which rises to the scope of international finance.
Hong Kong investors are facing a peculiar arrangment: HK$ and US$
are pegged at HK$7.8 since 1983. Participation in foreign stock
markets provides a protection against foreign exchange fluctuation
by virtue of owning an investment portfolio denominated in non-US$
currencies. Table 5.3 tabulates the appreciation of major foreign
currencies against Hong Kong Dollar in 1986.
Fall In Hong Kong Interest Rate
Table 5.4 illustrates the level of interest rates paid to
savings deposit accounts during the years 1984 to 1986. Out there
in the market exists a pool of very liquid Hong Kong Dollar reserve
which the financial institutions are very eager to lend. This is
driving the deposit rates to a level of four to six percent.
Individuals who take the convenient route of putting their money in
the deposit accounts are losing financial edge to those who invest
their money in better yielding securities. In this climate, general
public-continuously seek out financial products which are




Hong Kong financial market started to enter an era of stability
following the 1984 signing of the Sino-British Joint Declaration.
Hong Kong Stock Market is attracting overseas investors who view the
market lower-priced than those in New York and Tokyo. Restoration
of investors' confidence is best illustrated by the four hundred
percent rise in new issue floatation in 1986 over 1985. HK$12,524
million was raised as new capital in 1986 versus HK$2,462 million in
1985.
Growth Potential of Unit Trusts In Hong Kong
Unit trust or mutual fund industry in U.K. and U.S.A. are very
much saturated and matured in the 1980's. In their effort to expand
their market share globally, fund managers identified Hong Kong as a
strategic location to grow their base business in the Far East. By
virtue of its unique political and financial status, Hong Kong has
always attracted money from many neighbouring countries such as
Singapore, Taiwan, Malaysia and Indonesia. This extraordinary pool
of money avails itself readily to the professional money houses
which are most anxious to expand their businesses.
Changing Preference of Hong Kong-Investors
Hong Kong Stock Market evolves gradually from a purely local
concern to becoming an internationally recognized exchange. Local
private individual investors were the major players in the 70's.
With the collapse of the market in 1974 when Hang Seng Index hit 150
on December 10, individual investors gradually distanced themselves
from the market. Instead these small investors started to put their
money in foreign currency deposits. To them, the foreign currency
28
market seemed to be less. complicated and less risky. They usually
concentrate on less than five currencies and the investors are
somewhat protected in their downside risk by the interest earned in
these foreign currency deposits.
In the meantime, the rationalization of the Hong Kong Stock
Market resulted in the unification of the exchange from the previous
four to the single Hong Kong Stock Exchange which was officially
opened in 1986. The key players of the market nowadays are
institutional investors from local and overseas financial centres.
Private investors look to unit trusts as a viable way to-invest in
Hong Kong securities alongside the institutional players but at a
much spread out risk.
Good Track Records of Fund Managers
Local fund managers started to catch the eyes of their
international counterparts by their outstanding performance on funds
invested in Far East securities. Typical example is the Gartmore
Fund Managers whose 254 percent return in 1986 on the Gartmore
Oriental Venture Fund put them on top of the global performance
list. Undoubtedly, this enhances the attractiveness of unit trust
and increases its competitive edge among other investment vehicles.
Increased Awareness by the General Public
The general public in Hong Kong is becoming more sophisticated
in their choice of investment. The middle-income earners are
willing to pay for services and advice in return for better yield
products. Keen competition among the private investment companies
bring along an avalanche of information to the public. This in turn
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enhances the knowledge level of the general public which help them
to accept new financial products. Capitalizing on this surge in
interest, fund managers introduce new unit trust concept into the
market. Umbrella fund and fund of funds are two examples of new
products.
Advantages of Investing in Unit Trust
Basically, the unit trust industry promotes their products by
emphasizing these main thrusts:
Diversification
Unit trusts offer a simple means of diversification. An
investor sees his/her investment in the fund being spread out in a
portfolio of different securities. Take the case of an unit trust
which invests in Hong Kong securities the sheer size of the fund
enables the manager to diversify the portfolio by dividing the fund
between thirty to fifty shares. This extent of diversification is
practically-impossible to small investors who lack the financial
capability to engage in such grand scale.
Professional Management
Unit trust industry stresses the importance of having access to
the pool of research experts available to the fund managers. This,
they claim, resulted in superior returns on their investment
strategies. This kind of professionalism is all the more important
to a Hong Kong resident who has an interest in offshore investment.
In the long run, the advantage of having your investment strategies
designed by a group of professionals outweigh the initial charge and
annual fee chargeable to the unit holders.
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Presumably, the fund managers relying on market analysis (which
may be technical, fundamental or a mix of these two) are in a better
position to adjust their underlying portfolio mix to draw maximum
returns from anticipated market condition. If the stock market is
predicted to be bullish, the fund manager should quickly increase
his holding on high betas securities. On the other hand, he should
switch to low betas securities if the market is expected to be
bearish. Beta of an asset in a portfolio is the correlation of the
riskiness of the asset to that of the market.
Furthermore, management companies claim to have efficient access
to market and public information which enable them to capitalize on
these information and make superior investment decisions.
All these attributes are available to investors of unit trust
and are generally deprived of from small investors who either lack
the time and knowledge to follow.the market closely or lack the kind
of money to engage personal consultants to work out a tailored made
portfolio.-
The Hong Kong Unit Trust Association
In May, 1986, the Hong Kong Unit Trust Association was formed.
The roles of the Association are:
- Spokesman of the industry,
- Promoter of unit trusts,
- Representative of the industry.
The Chairman of the Association is also a member of the
Committee on Unit Trusts in the Securities Commission.
During the past year, the Association published a pamphlet
called An Introduction to Unit Trusts for general distribution.
The Association also engaged the service of a consultant company to
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start compilation of data and statistics on the unit trust industry
in Hong Kong. Since January 1987, the Association began to publish
monthly performance results on all funds managed by its members.
This type of ongoing data gathering and consolidation will create a
data base from which the industry. can assess its strengths and
weaknesses. The ultimate aim of the Association is of course to
seek growth opportunities for the industry. In its pamphlet, the
Association promotes the idea of investment in unit trusts as a
medium to long term rather than a short term vehicle.
Hong Kong Versus Overseas Funds
Of the 211 unit trusts authorized by the Securities Commission
as of December 6, 1986, 73 were Hong Kong based. One must take note
that investors in Hong Kong are not restrictive to these 211 unit
trusts. Through on-shore subsidiaries and representatives, Hong
Kong residents can invest in any offshore mutual funds or unit
trusts marketed by other international financial institutions. In
this respect, Hong Kong investors enjoy unlimited access. Although
this paper focus on Hong Kong authorized unit trusts, it is
beneficial to understand the major differences between Hong Kong and
offshore funds.
Open-Ended Funds
Hong Kong authorized funds are open-ended investment. Unit
trusts in U.K. and mutual funds in U.S.A. can either be open-ended,
or closed-end investment funds. An open-ended fund is one which the
manager is bound legally to accept subscription and redemption of
units the fund literally expands when demand for new. fund
subscription exceeds retirement on the other hand, the fund
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contracts when redemption exceeds subscription. Unit price of
open-ended fund is determined by the net asset value of the fund on
each dealing day.
Closed-end investment funds are listed in stock exchanges where
tradings are restrictd to the original volume of units or shares
issued. The fund cannot change the number of units or shares
outstanding by accepting subscription or redemption. Unit price of
closed-end fund is solely dependent on the market forces of supply
and demand. Generally speaking, closed-end funds are sold at a
discount in the exchanges.
Investment Restriction
Hong Kong authorized unit trusts face a more restrictive
investment limitation than most other offshore funds. Fund managers
are prohibited from investment in land, real estates or properties.
In addition, they are prohibited to make short sales.
Advertisement
Unlike other offshore funds, Hong Kong funds are prohibited to
advertise in radio and television. Door-to-door sales canvassing is
also prohibited. Critics cite this as an inhibiting factor to
growth. In addition, this constraint is inconsistent with the
policy of non-restrictive advertisement enjoyed by the banking
community in Hong Kong.
Operating Procedures
All authorized funds publish their bid and offer prices at
leading daily newspapers, e.g. South China Morning Post, Shun Pao,
etc. Application forms can be picked up alongside with explanatory
memorandum and latest report issue from the management companies,
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representative companies or from one of the several personal
financial consultant companies. On dealing day, net asset value of
the fund which is the total market value of the fund's assest
portfolio less accrued expenses and manager's fee (averaging one
percent of net asset value per annum) is calculated. Net asset
value divided by the number of units issued becomes the bid price.
Sales charge of five percent is added on top of the unit bid price
to become the offer price. Units are bought at the higher offer
price and redeemed at the lower bid price. The spread which is the
difference between the bid and offer prices can sometimes be
negotiated downwards in case of bulk purchase. Most unit trusts
require minimum subscription amount, usually at US$1,000. Unit
certificates are issued to unit-holders at time of purchase. During
redemption, unit-holders have to present their endorsed certificates
to the management companies who buy back the units at the bid price
calculated on the most recent dealing day.
Categorization of Unit Trust
Unit trusts are usually categorized in three ways: by investment
objective, investment type and by geographic locations.
Investment Objective
Investment objective of most funds are either captial growth,
income growth or both. A capital growth-objective is achieved by
investing in a portfolio aiming at long-term capital gains. An
income growth objective is achieved by investing in income producing
assets such as certificate deposits, bonds, etc. 'Income derived
therefrom will either be distributed to unit-holders or re-invested
back to the fund in which case the unit-holder has a choice.
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Investment Type
There are unit trusts which specialize in just one or two major
investment types. Typical examples are:
1. Equity Funds: portfolio with major investments in stocks and
shares.
2. Bond Funds: portfolio mainly in government or corporate bonds.
3. Foreign Currency Funds: portfolio in designated foreign
currency deposits, CD etc.
4. Commodities Funds: portfolio concentrating in investment in
precious metals, e.g. gold and silver.
5. Unit Portfolio Management Fund: commonly known as fund of
funds. This kind of fund invests all of its assets in other
unit trusts or mutual funds.
A new type of fund called umbrella fund was introduced in
1986. This unit trust encompasses several different types of funds
within its umbrella and the investor of one type may transfer to
another type free of charge or at minimal charge. This allows
maximum flexibility within the framework of funds available under
the umbrella.
Geographical Location
This is the commonest method to classify unit trusts. Investors
can generally tell from the title of the fund where the main thrusts
of investment lie and make their decision accordingly.
The HKUTA Categories
The Hong Kong Unit Trust Association adopts 22 classifications
for Hong Kong authorized funds. It is a combination.of
categorization by investment type and by locality.
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The monthly publicaton of members' performance results follows
this classification:
1. Japanese Equities





7. South East Asian Equities (excluding Japan and Australia)









17. Currency Funds (US$)
18. Currency Funds (STG)
19. Currency Funds (Mixed)





LEADING MANAGEMENT COMPANIES IN HONG KONG
AS OF DECEMBER 6, 1986
No. of Funds ManagedManagement Company
91) Baring International Fund Managers
132) Britannia International
73) Citicorp Investment Services
4) Fidelity:
5Fidelity Investment Services Ltd.
.94Fidelity International
55) Global Asset Management
•6 G.T..
G.T. U.S. Small Companies Fund Management 1
8G.T. Management (Asia)
1G.T. Europe Management S.A.
1G.T. Deutschland Management S.A.
165G.T. (Bermuda)
7) Gartmore:
8Gartmore Fund Managers (F.E.)
1 9Gartmore Fund Managers International
8) Jardine Fleming:
11Jardine Fleming International




59) Providence Fund Managers Ltd.
510) Holborn Fund Management (Guernsey) Ltd.
511) Old Court/Rothschild
12) Royal Bank of Canada:
Canada International (Cayman) Ltd. 3
63RBC Investment Managers
1013) Save Prosper Management
14) Schroder:




No. of Funds ManagedManagement Company
15) Wardley:
1Wardley Bond Management




143Number of funds managed by the 15 major (68%)
management companies
68 (32%)Others
211 (100%)Total number of unit trusts authorized




MAJOR INTERNATIONAL MARKET INDICES% CHANGE
Change
19861985
84%45%Tokyo First Section Index
47%46%Hang Seng Index




PERCENTAGE APPRECIATION OF FOREIGN CURRENCIES










Source: Ming Pao Weekly Issue 960, March 1987.
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TABLE 5.4
INTEREST RATES PAID AND CHARGED BY




February 15, 1984 4.5%










October 29, 1984 6.5%
6%November 26, 1984
December 24, 1984 5.5%
January 14, 1985 5%
January 28, 1985 4.5%









August 16, 1986 2%





With the surge in unit trust industry in Hong Kong, how well
does the general public know about this type of investment vehicle?
What other investment tools are unit trust competing with? To
answer these questions, two surveys were conducted.
1. Questionnaires were sent to 36 management companies who among
them manage the 211 unit trusts in town. Data requested are:
size of funds, units issued, returns over the past five years,
bid and offer prices, income distribution, clientele split
(corporate versus private), and other major competing investment
vehicles. Appendix 2 contains the sample questionnaire. Data
gathered from this survey would help to gain an-understanding on
the market and competition environment. Primary data on returns
will become part of the database from which performance rankings
are calculated. To complement the questionnaires, interviews
were held with two fund managers, Wardley and Rothschild.
2. Questionnaires were distributed to and completed by two classes
of Three-year MBA student at the Chinese University of Hong
Kong. It is felt that this group of subjects is most likely to
have some sort of personal investment. All of them have
post-secondary education and presumbly earn above average
income.
42
Survey of the Industry
Among the seven fund managers who responded to the survey, they
are managing in aggregate a total of US$1948 million in portfolio,
an average size of US$56 million per fund. Not all of the
respondents were well aware of their customer base although there
is a general feeling that private investors have equal if not
heavier weight than corporate investors. The respondents indicate
that the major competitors of unit trusts are Hong Kong stock, gold,
HK$ and foreign currency depsoits. The leading foreign currencies
are US$, Deutche Mark and Yen. Tables 6.1 and 6.2 contain the
detailed findings.
Both the interviews with Mr. Shane H. Norman, Director of N.M.
Rothschild Sons (HK) Ltd. on February 12, 1987 and with Mr. John
W.C. Cheung, Associate Director of Wardley Investment Services (Hong
Kong) Limited on February 26, 1987 revealed the optimism of growth
potential in the private investment business. Currently, funds
managed by*these two companies have their major clientele in
institutional investors who invest pension and retirement funds with
them. Both felt that the current rise in private investors interest
in unit trust is due to a decline in interest rate and optimistic
global investment climate. However, both felt that the public in
general still lack of adequate knowledge and awareness in this type
of investment. There exists a need to speed up promotion of unit
trusts in Hong Kong to fully realize the potential of the private
investment market. Appendix 3 contains summary of findings of these
two interviews.
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Survey of Private Investors
A total of 82 part-time MBA students reponded to the
questionnaires. Appendix 4 contains a sample of the questionnaire.
A typical respondent in the survey is an university graduate less
than forty years old who has accumulated five to ten years of
working experience in the fast growth area of finance, banking and
commerce. Average annual household income is in the range of
HK$200,000 to HK$300,000 which translates to a monthly salary of
HK$15,000 to HK$23,000. He or she is likely to be childless who has
spent less than HK$50,000 in investment in 1986. 85 percent of or
70 respondents do not invest in unit trusts at all. 67 percent of
or 55 respondents indicated that they either have never heard of
unit trusts or that they do not know much about this medium of
investment. Only 33 percent or 27 repondents indicated that they
know fairly well or very well about the subject. Of the several
reasons cited as possible deterrents to unit trust investment, they
rank equally inconvenient transaction channel and lack of
confidence in unit trust managers as the major causes. Expensive
transaction costs and minimum investment requirement are the
runners up.
All of the respondents first heard of unit trust at least one
year ago from newspapers, journals and magazines. When asked the
question of whether the respondent has any intention to start
investing in unit tist in 1987, sixty percent or 49 respondents
answered no. Only 35 percent or 29 respondents own a mortgaged
property. The three most popular means to put their money away are:
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Foreign currency deposits (US$ is
the most popular, followed by
Australian and Canadian dollars)- 73 percent or 60 respondents
HK$ cash deposits - 67 percent or 55 respondents
HK stock- 43 percent or 35 respondents
The fact that a majority of the respondents are holding onto
liquid currencies projects positively a big potential for the unit
trust industry to successfully penetrate the market. Furthermore,
the fact that the respondents pick Hong Kong stock market as a
number one performer amongst all other investment vehicles implied
that although they put their money in deposit, they still consider
the return generated from stock market investment superior than the
others. The big question is if the respondents feel that stock
market outperforms the other investment vehicles in returns, why are
they not investing in stock directly? The answer may well be an
alternative investment arrangement which allows direct participation
in stock market yet eliminates the many inconveniences and concerns
encountered by most private investors. A summary of the findings on
the survey is contained in Appendix 5.
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TABLE 6.1
SIZE OF FUNDS MANAGED BY THE SEVEN FUND MANAGERS
RESPONDED TO THE SURVEY
1986No. US $M
GrowthSizeof FundsFund Manager
US$ 334.20 82%51. G. T. Management
US$1,034.00 128%142. Jardine Fleming
US$ 155.80 65%63. Royal Bank of Canada
US$ 348.50 18%34. Standard'Chartered Bank
(Hong Kong) Trustee Limited
US$ 1.10 53%15. Sun Hung Kai Unit Trust
Managers Ltd.
US$ 4.40 N/A16. Tyndall Management
(Far East) Ltd.




FINDINGS: SURVEY ON FUND MANAGERS
Of customers who are Private1.


















ANALYSIS OF HONG KONG UNIT TRUST PERFORMANCE
Rankings
In order of Sharpe's Index
(Before Adjustment for Sales Charge or Bid/offer Spread)
Table 7.1 gives the average yearly performance, the standard-
deviation, the value of the Sharpe's Index and rankings in orders of
the Sharpe's Index, the Average Yearly Return, the five-year Total
Return and the Returns for the years 1982, 1983, 1984, 1985 and 1986
respectively. The effect of the sales charge or the bid/offer
spread have not been adjusted in this Table. The adjusted results
are shown in Tables 7.3 and 7.4. Table 7.1 arranges the results in
order of the Sharpe's Index rankings. The median ranking is 24.5
and falls between the Savings and Prosper Far East Fund and the
Jardine Fleming Pacific Securities Fund. Among the five investment
alternatives other than unit trusts included for comparison
purposes, only the U.S. Dollar Time Deposit ranks above the median.
The other four all rank below the median with Gold being the last.
In order of Average Yearly Returns
(Before Adjustment for Sales Charge or Bid/offer Spread)
Table 7.2 shows similar information as Table'7.1 but arranges
the results in order of the Average Yearly Returns. It can be seen
48
that the rankings vary greatly from the previous table. In fact,
the correlation coefficient between the two is only 0.666688. In
this table, Hang Seng Index has climbed up from the 33rd rank up to
the 25th rank, sharing the median place with the Guiness Mahon
Managed Currency Accumulation Fund. The U.S. Dollar Time Deposit
drops from the 14th place down to 35th place whereas the remaining
three investment alternatives to unit trusts occupy the last three
places with Gold again the worst performer.
In order of Sharpe's Index
(After Adjustment for Sales Charge or Bid/offer Spread)
As mentioned in Chapter II, the performance results of unit
trusts were measured using the mid-point between the bid and offer
price or the net asset value at the end of each year. In order to
compare more fairly with the performance of the other investment
alternatives, one percent has been deducted from each year's
performance results to reflect the effect of sales charge or the
bid/offer spread. One percent is used because a five percent spread
or sales charge is most common and if it is spread over a five-year
time span, one percent per year should be a fair estimate of the
effect on performance.
Having done that, the ranking of U.S. Dollar Time Deposit moves
up two ranks, the H.K. Dollar Time Deposit up one rank, the Hang
Seng Index up two ranks, the Australian Dollar Time Deposit up one
rank but Gold still stays in the last place. So on the whole, the
effect of sales charges are not quite significant although the
rankings have indeed been affected. Anyhow, four of the five
investment alternatives, except U.S. Dollar Time Deposit, still rank
below the median.
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In order of Average Yearly Returns
(After Adjustment for. Sales Charge or Bid/offer Spread)
Table 7.4 shows similar information as in Table 7.3 but is in
the order of Average Yearly Returns. In this case, Hange Seng Index
has climbed up five ranks to twenty, which is very significant. The
U.S. Dollar Time Deposit moves up one rank and the Australian Dollar
Time Deposit moves up three ranks. However, Hong Kong Dollar Time
Deposit and Gold occupy the last two places. Again only the Hang
Seng Index is able to perform better than the median and ranks four
places above it. Nevertheless, the other four alternatives all rank
below the median and two of them occupy the last two places and one
of them in the sixth last place.
Correlation Coefficient Matrix
Correlation coefficient have been computed for each year's
rankings and the other rankings in Table 7.3. Their values are
shown in a matrix form in Table 7.5. It can be seen that the
average yearly return is highly correlated with the 5 year total
return as expected. However, the correlation between the Sharpe's
Index rankings and the average yearly returns rankings, i.e.
0.666688 are not that close although significantly correlated.
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TABLE 7.1
PERFORMANCE RESULTS BEFORE ADJUSTMENT FOR SAS CHARGE OR
BID-OFFER SPREAD IN TERMS OF HONG KONG DOLLARS
(ARRANGED IN ORDER OF SHARPE'S INDEX VALUES)
Name of Fund/Inv. 5-Yrs Std. Sharpe's Rankings
Total 1982 1983 1984 1985 1986 Avg. Dev. Index(S) S Avq 5-YR 82
83
84 85 86
Sch.Cur. Bond 207.39% 31.60% 28.62% 4.90% 37.62% 25.57% 25.66% 11.12% 1.822 1 18 16 10 31 11 1531
RBC Int'l Capital 395.20% 36.28% 57.12% 9.48% 62.59% 33.23% 39.74% 18.94% 1.813 2 8 6 4 16 7 2 25
RBC Int'l Income 169.49% 42.95% 31.44% 11.03% 20.33% 19.52% 25.05% 11.05% 1.778 3 22 21 2
28 5 32 34
Guin.Mah Mgd Curr 193.92% 25.15% 24.70% 2.67% 37.99% 32.70% 24.64% 12.05% 1.596 4 24 18 16 34 15 14 27
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PERFORMANCE RESULTS BEFORE ADJUSTMENT FOR SALES CHARGE OR
BID-OFFER SPREAD IN TERMS OF HONG KONG DOLLARS
(ARRANGED IN ORDER OF AVERAGE YEARLY RETURNS)
Nacre of Fund/Inv. 5-Yrs Std. Sharpe's Rankings
Total 1982 1983 1984 1985 1986 Avg.Oev. Index(S) S Avg 5-YR 82 83 84 85 86
JF Pacific Income 560.37% 13.24% 73.18% 2.14% 56.35% 110.49% 51.08% 39.68% 1.151 12 1 1 30 8 17 3 1
Wardley Japan 560.12% 24.50% 90.461 10.721 28.80% 94.86% 49.87% 35.47% 1.254 9 2 2 18 3 6 26 3
JF Japan Trust 438.36% 14.14% 90.53% 2.62% 29.761 88.20% 45.05% 37.20% 1.066 17 3 5 26 2 16 24 5
Sch. Japan1.458.04% 19.31% 76.60% 1.66% 47.71% 76.07% 44.27% 30.02% 1.295 8 4 3 22 7 19 7 9
Hanb.Pac.Japan 455.61% 14.55% 82.18% 7.911 55.51% 58.37% 43.70% 28.17% 1.360 7 5 4 23 5 10 4 15
JF Jap.Technology 350.89% 13.43% 128.70% 0.33% 18.39% 48.14% 41.80% 46.18% 0.788 23 6 7 29 1 22 33 22
JF Pac.Securitias 299.58% -15.04% 70.46% -7.27% 43.10% 107.56% 39.76% 46.40% 0.741 25 7 9 40 9 30 8 2
RBC Int'l Capital 395.20% 36.28% 57.12% 9.48% 62.59% 33.23% 39.74%$ 18.94% 1.813 2 8 6 4 16 7 2 25
Gartmore Japan 319.42% 22.33%69.30% -10.84% 38.76% 63.40% 36.59% 29.14% 1.070 16 9 8 20 10 38 11 12
FD Int'l Fund 291.36% 31.88% 48.46% -14.76% 66.83% 40.32% 34.54% 27.23% 1.070 15 10 10 9 19 40 1 23
Sch.Asia Int'l 282.79% 32.12% 42.68% -10.18% 51.25% 49.19% 33.01% 22.60% 1.222 10 11 11 8 23 36 5 20
JF Int'l Trust 265.56% 14.13% 68.03% -8.10% 39.15% 48.80% 32.40% 26.68% 1.012 19 12 12 27 12 32 10 21
SP F.E.Fund 231.80% -3.86% 67.69% -8.66% 34.64% 67.05% 31.37% 33.00% 0.787 24 13 14 35 13 34 19 10
GT Asia 195.11% -4.71% 62.30% -8.34% 10.146% 88.65% 29.61% 38.86% 0.623 32 14 17 36 14 33 40 4
RGC N.American F. 241.70% 30.44% 54.72% 8.94% 37.01% 14.31% 29.08% 16.41% 1.444 5 15 13 11 17 8 16 39
Sch. Asian 209.27% -13.81% 37.212 24.231 32.67% 58.39% 27.74% 23.63% 0.945 22 16 15 39 27 3 22 14
Baring Pac.151.72% -13.58% 68.55% -15.02% 12.62% 80.23% 26.56% 40.44% 0.523 35 17 25 38 11 43 38 6
Sch.Cur. Bond 207.39% 31.60% 28.621 4.90% 37.62% 25.57% 25.66% 11.12% 1.822 1 18 16 10 31 11 15 31
SHK HK Equity 114.60% -34.33% 85.65% 0.901 20.48% 54.32% 25.40% 41.61% 0.481 37 19 30 47 4 20 31 17
Old Court HK Fund 156.14% -28.33% 15.64% 34.681 38.61% 65.54% 25.237E 31.16% 0.636 30 20 23 44 44 2 12 11
6T Asean H.K.Grow 153.48% -6.81% 58.571 -5.04% 77.01% 25.12 35.44% 0.556 34 21 24 37 15 18 46 8
RBC Int'l Income 169.49% 42.95% 31.44% 11.03% 20.33% 19.52% 25.05% 11.05% 1.778 3 22 21 2 28 5 32 34
Wardley Trust1.183.90% 13.98% 48.35% -6.81% 35.45% 32.77% 24.75% 19.22% 1.007 20 23 19 28 20 29 18 26
Guin.Mah Mgd Curr 193.92% 25.15% 24.70% 2.67% 37.99% 32.70% 24.64% 12.05% 1.596 4 24 18 16 34 15 14 27
HANG SEN6 IDX 86.561 -38.02% 17.75% 42.511 49.46% 49.89% 24.32% 33.31% 0.568 33 25 35 48 43 1 6 19
Wardley Bond 182.58% 33.73% 28.631 -1.481 26.84% 31.23% 23.79% 12.85% 1.431 6 26 20 6 30 23 29 28
SP UK Growth Fd. 149.64% 35.95% 19.34% -7.84% 36.50% 29.06% 22.60% 16.43% 1.047 18 27 26 5 39 31 17 29
JF Cur. Bond 166.09% 41.421 18.991 -4.25% 27.94% 28.86% 22.59% 15.20% 1.131 13 28 22 3 40 26 28 30
SP ON Bond Fund 146.71% 24.18% 11.38% -4.27% 40.07% 33.86% 21.04% 15.94% 0.981 21 29 27 19 45 27 9 24
JF Hong Kong 108.25% -24.83% 17.76% 3.991 38.50% 63.06% 19.69% 29.89% 0.478 38 30 34 43 42 13 13 13
SP N.Aaerican 128.67% 27.87% 43.47% -13.63% 29.11% 11.58% 19.68% 19.48% 0.733 26 31 28 15 22 39 25 42
Garteore Pacific 108.60% -24.76% 27.51% 4.461 33.41% 56.03% 19.33% 27.49% 0.507 36 32 33 42 32 12 21 16
SP Fixed Int 118.531 51.89% 22.70% -1.80% 15.94% 2.80% 18.31% 18.96% 0.681 28 33 29 1 35 24 36 46
Brit-UK Growth108.69% 20.86% 21.01% -2.23% 28.37% t 19.96% 17.59% .10.36% 1.177 11 34 32 21 37 25 27 32
USO T/D 113.89% 28.51% 30.661 11.12% 7.62% t 6.52% 16.89% 10.50% 1.094 14 35 31 14 29 4 41 43
Brit.Stg.Mgd.Curr 76.971 11.40% 19.80% -10.57% 30.62% t 19.77% 14.21% 13.81% 0.638 29 36 37 31 38 37 23 33
Garteore Bond 84.14% 33.59% 5.77% -5.71% 17.30% t 17.61% 13.71% 13.14% 0.633 31 37 36 7 47 28 34 38
SP Int'l Growth 74.02% 4.05% 42.51% -15.24% 17.06% L 18.07% 13.29% 18.92% 0.417 42 38 38 33 25 44 35 37
JF Australia 22.41% -29.19% 53.10% -32.25% -6.98% 78.87% 12.71% 45.11% 0.162 45 39 48 46 18' 47 47 7
SP Stg.Fixed Int 60.02% 29.76% 18.28% -14.85% 21.88% L 6.01% 12.22% 15.55% 0.438 40 40 40 12 41 42 30 44
Brit.A..Inc.Grow 67.22% 0.681 21.78% -9.68% 34.52% L 12.051 11.81% 15.50% 0.417 41 41 39 34 36 35 20 41
GT Australian 29.87% -18.15% 79.27% -33.97% 13.00% L 18.41% 11.71% 38.96% 0.162 46 42 47 41 6 48 37 36
Gartso.N.A..Trust 56.28% 14.38% 39.751 -15.33% 12.45% L 2.51% 10.75% 17.92% 0.299 43 43 42 25 26 45 39 47
Gartaore Australi 32.95% -28.55% 45.90% 0.56% -15.82% 50.391 10.50% 32.13% 0.159 47 44 46 45 21 21 48 18
Brit.Au.Saall Co. 48.02% 24.69% 42.59% -14.81% 6.10% -8.06% 10.10% 21.14% 0.222 44 45 43 17 24 41 43 48
AUD T/D 57.90% 14.42% 25.25% 2.97% -4.99% 12.62% 10.05% 10.33% 0.451 39 46 41 24 33 14 45 40
HKf T/O42.97% 11.38% 9.381 8.13% 4.69% L 3.69% 7.45% 2.88% 0.714 27 47 44 32 46 9 44 45
GOLD 34.31% 29.53% 1.86% -19.52% 6.48 X 18.79% 7.43% 16.59% 0.122 48 48 45 13 48 46 42 35
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Performance Results in Hong Kong Dollar Terms
(Arranged in order of Sharpe's Index Values and adjusted for sales charge/bid offer spread)
Name of Fund/Inv. 5-Yrs Std. Sharne's Rankings
1985Total 1982 1983 1986 Avg.1984 Dev. Index(S) S Avg 5-YR 82 93 84 85 86
TABLE 7.3
RBC Intl Capital 390.201 35.281 56.12% 8.481 61.591 32.231 38.741 18.94% 1.760 1 8 6 4 16 7 2 25
Sch.Cur. Bond 202.39% 30.601 27.621 3.301 36.62% 24.57% 24.66% 11.12% 1.732 2 18 16 10 31 11 15 31
RBC Int'l Income 164.49% 41.95% 30.44% 10.031 19.33% 18.52% 24.051 11.05% 1.688 3 23 21 2 29 5 32 35
6uin.Mah Mgd Curr 188.92% 24.15% 23.70% 1.67% 36.991 31.701 23.641 12.051 1.514 4 25 18 16 34 15 14 27
RBC N.Aeerican F. 236.70% 29.441 53.72% 7.94% 36.011 13.31% 28.08% 16.41% 1.383 5 15 13 12 17 9 16 39
Wardley Bond 177.58% 32.73% 27.63% -2.481 25.841 30.23% 22.79% 12.85% 1.353 6 26 20 6 30 23 29 28
Haeb.Pac.Japan 450.61% 13.55% 81.181 6.91% 54.51% 57.37% 42.701 28.17% 1.324 7 5 4 24 5 10 4 15
Sch. Japan 453.04% 18.311 75.60% 0.661 46.71% 75.07% 43.271 30.021 1.261 8 4 3 22 7 19 7 9
Wardley Japan 555.121 23.501 89.46% 9.72% 27.80% 93.86% 48.81% 35.471 1.225 9 2 2 18 3 6 26 3
Sch.Asia Int'l 277.791 31.121 41.681 -11.181 50.251 48.19% 32.01% 22.601 1.178 10 11 11 8 23 36 5 20
JF Pacific Income 555.37% 12.24% 72.181 1.14% 55.35% 109.49% 50.08% 39.681 1.126 11 1 1 30 8 17 3 1
USD T/D 113.89% 28.51% 30.66% 11.121 7.62% 6.52% 16.89% 10.501 1.094 12 34 29 14 28 4 41 43
Brit.UK Growth 103.69% 19.861 20.01% -3.231 27.37% 18.96% 16.591 10.36% 1.080 13 35 32 21 37 25 27 32
JF Cur. Bond 161.09% 40.421 17.991 -5.251 26.94% 27.861 21.59% 15.201 1.065 14 28 22 3 40 26 28 30
JF Japan Trust 433.36% 13.141 89.53% 1.62% 28.76% 87.201 44.05% 37.20% 1.039 15 3 5 26 2 16 24 5
Garteore Japan 314.42% 21.331 68.30% -11.84% 37.76% 62.401 35.59% 29.14% 1.036 16 9 8 20 10 38 11 12
FD Int'l Fund 286.36% 30.88% 47.46% -15.761 65.83% 39.321 33.54% 27.23% 1.034 17 10 10 9 19 40 1 23
SP UK Growth Fd. 144.64% 34.951 18.34% -8.84% 35.501 28.061 21.60% 16.43% 0.986 18 27 26 5 39 31 17 29
JF Int'l Trust 260.561 13.13% 67.03% -9.10% 38.151 47.801 31.40% 26.68% 0.975 19 12 12 27 12 32 10 21
Wardley Trust 178.901 12.98% 47.35% -7.81% 34.451 31.771 23.75% 19.22% 0.955 20 24 19 28 20 29 18 26
SP DM Bond Fund 141.71% 23.18% 10.381 -5.27% 39.07% 32.86% 20.04% 15.94% 0.919 21 29 27 19 45 27 9 24
Sch. Asian 204.27% -14.811 36.21% 23.231 31.671 57.39% 26.741 23.63% 0.903 22 16 15 39 27 3 22 14
JF Jap.Technology 345.89% 12.43% 127.70% -0.67% 17.39% 47.14% 40.801 46.18% 0.766 23 6 7 29 1 22 33 22
SP F.E.Fund 226.80% -4.86% 66.691 -9.661 33.64% 66.051 30.371 33.00% 0.757 24 13 14 35 13 34 19 10
JF Pac.Securities 294.58% -16.041 69.461 -8.271 42.10% 106.561 38.76% 46.401 0.719 25 7 9 40 9 30 8 2
HK$ T/D 42.97% 11.38% 9.38% 8.131 4.69% 3.691 7.45% 2.88% 0.714 26 47 44 31 46 8 44 45
SP N.Aeerican 123.67% 26.871 42.47% -14.63% 28.11% 10.58% 18.68% 19.48% 0.682 27 31 28 15 22 39 25 42
SP Fixed Int. 113.53% 50.891 21.70% -2.80% 14.94% 1.80% 17.311 18.961 0.628 28 33 30 1 35 24 36 46
Old Court HK Fund 151.14% -29.33% 14.641 33.68% 37.61% 64.54% 24.231 31.161 0.604 29 21 23 44 44 2 12 it
6T Asia 190.11% -5.71% 61.30% -9.34% 9.16% 87.65% 28.611 38.861 0.597 30 14 17 36 14 33 40 4
HANG SEN6 IDX 86.561 -38.02% 17.751 42.511 49.461 49.891 24.32% 33.31% 0.568 31 20 35 48 41 1 6 18
Brit.Stg.Mgd.Curr 71.97% 10.40% 18.80% -11.57% 29.62% 18.77% 13.21% 13.81% 0.565 32 36 37 32 38 37 23 34
Garteore Bond 79.14% 32.59% 4.77% -6.71% 16.30% 16.61% 12.711 13.14% 0.556 33 37 36 7 47 28 34 38
GT Asean H.K.Grov 148.48% -7.81% 57.57% 0.861 -6.04% 76.011 24.121 35.44% 0.528 34 22 24 37 15 18 46 8
Baring Pac. 146.72% -14.58% 67.551 -16.02% 11.621 79.231 25.56% -40.44% 0.499 35 17 25 38 11 43 38 6
Garteore Pacific 103.60% -25.76% 26.51% 3.461 32.41% 55.03% 18.331 27.49% 0.470 36 32. 33 42 32 12 21 16
SHK HK Equity 109.60% -35.33% 84.65% -0.101 19.48% 53.32% 24.40% 41.61% 0.457 37 19 31 47 4 20 31 17
AUD T/D 57.90% 14.42% 25.25% 2.97% -4.99% 12.62% 10.051 10.331 0.451 38 43 40 23 33 14 45 40
JF Hong Kong 103.25% -25.83% 16.76% 2.99% 37.50% 62.06% 18.69% 29.891 0.445 39 30 34 43 43 13 13 13
SP Stg.Fixed Int .55.02% 28.76% 17.28% -15.85% 20.88% 5.01% 11.22% 15.551 0.374 40 40 41 13 42 42 30 44
SP Int'l Growth 69.02% 3.05% 41.511 -16.24% 16.061 17.07% 12.29% 18.921 0.364 41 38 38 33 25 44 35 37
Brit.As.Inc.Grov 62.22% -0.321 20.78% -10.68% 33.52% 11.05% 10.87% 15.50% 0.353 42 41 39 34 36 35 20 41
Gart.o.N.As.Trust 51.28% 13.381 38.751 -16.331 11.451 1.511 9.751 17.92% 0.243 43 44 42 25 26 45 39 47
Brit.Ae,Seall Co. 43.02% 23.69% 41.59% -15.811 5.101 -9.06% 9.10% 21.141 0.175 44 46 43 17 24 41 43 48
JF Australia 17.411 -30.191 52.101 -33.251 -7.981 77.87% 11.71% 45.11% 0.140 45 39 48 46 18 47 47 7
GT Australian 24.87% -19.15% 78.27% -34.97% 12.00% 17.411 10.71% 38.961 0.136 46 42 47 41 6 48 37 36
Garteore Australi 27.95% -29.55% 44.90% -0.44% -16.82% 49.391 9.50% 32.13% 0.127 47 45 46 45 21 21 48 19
GOLD 34.31% 29.531 1.86% -19.521 6.481 18.79% 7.43% 16.591% 0.122 48 48 45 11 48 46 42 33
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TABLE 7.4
Perforeance Results in Hong Kong Dollar Terms
(Arranged in order of Average Yearly Returns and adjusted for sales charge/bid offer spread)
Naue of Fund/Inv. 5-YrsStd. Sharpe's Rankings
Total 1982 1983 1984 1985 1986 Avg.Dev.Index(S) S Avg 5-YR 82 83 84 85 86
JF Pacific Incose 555.37% 12.24% 72.18% 1.14% 55.35% 109.49% 50.081 39.68% 1.126 it 1 1 30 8 17 3 1
Wardley Japan 555.121 23.50% 89.462 9.721 27.80% 93.86% 48.87% 35.47% 1.225 9 2 2 18 3 6, 26 3
JF Japan Trust 433.36% 13.14% 89.53% 1.62% 28.762 87.20% 44.05% 37.201 1.039 15 3 5 26 2 16 24 5
Sch. Japan 453.04% 18.311 75.60% 0.66% 46.711 75.07% 43.27% 30.02% 1.261 8 4 3 22 7 19 7 9
Haeb.Pac.Japan 450.61% 13.551 81.181 6.911 54.511 57.37% 42.70% 28.17% 1.324 7 5 4 24 5 10 4 15
JF Jap.Technology 345.89% 12.43% 127.701 -0.67% 17.39% 47.141 40.80% 46.18% 0.766 23 6 7 29 1 22 33 22
JF Pac.Securities 294.58% -16.04% 69.46% -8.27% 42.10% 106.56% 38.76% 46.40% 0.719 25 7 9 40 9 30 8 2
RBC Intl Capital 390.201 35.281 56.12% 8.481 61.591 32.23% 38.741 18.94% 1.760 1 8 6 4 16 7 2 25
Gartaore Japan 314.42% 21.33% 68.30% -11.84% 37.76% 62.40% 35.59% 29.14% 1.036 16 9' 8 20 10 38 11 12
FD Int'l Fund 286.36% 30.88% 47.461 -15.76% 65.83% 39.32% 33.54% 27.231 1.034 17 10 10 9 19 40 1 23
Sch.Asia Int'l 277.79% 31.12% 41.68% -11.18% 50.25% 48.19% 32.01% 22.60% 1.178 10 11 It 8 23 36 5 20
JF Int'l Trust 260.56% 13.13% 67.031 -9.101 38.151 47.801 31.40% 26.68% 0.975 19 12 12 27 12 32 10 21
SP F.E.Fund 226.80% -4.86% 66.69% -9.66% 33.64% 66.05% 30.37% 33.00% 0.757 24 13 14 35 13 34 19 10
GT Asia 190.11% -5.711 61.30% -9.34% 9.161 87.65% 28.61% 38.861 0.597 30 14 17 36 14 33 40 4
RBC N.Aaerican F. 236.702 29.44% 53.72% 7.94% 36.011 13.31% 28.08% 16.41% 1.383 5 15 13 12 17 9 16 39
Sch. Asian 204.27% -14.812 36.21% 23.231 31.67% 57.39% 26.74% 23.63% 0.903 22 16 15 39 27 3 22 14
Baring Pac. 146.72% -14.58% 67.551 -16.02% 11.621 79.23% 25.561 40.44% 0.499 35 17 25 38 11 43 38 6
Sch.Cur. Bond 202.39% 30.60% 27.62% 3.901 36.621 24.57% 24.66% 11.12% 1.732 2 18 16 10 31 11 15 31
SHK HK Equity 109.601 -35.33% 84.652 -0.10% 19.48% 53.32% 24.40% 41.61% 0.457 37 19 31 47 4 20 31 17
HANG SENG IDX 86.56% -38.02% 17.751 42.51% 49.46% 49.89% 24.32% 33.31% 0.568 31 20 35 48 41 1 6 18
Old Court HK Fund 151.14% -29.33% 14.64% 33.68% 37.61% 64.54% 24.23% 31.16% 0.604 29 21 23 44 44 2 12 11
61 Asean H.K.Grov 148.48% -7.81% 57.57% 0.861 -6.04% 76.01% 24.12% 35.44% 0.528 34 22 24 37 15 18 46 8
RBC Intl Incoae 164.49% 41.95% 30.44% 10.03% 19.33% 18.52% 24.05% 11.05% 1.688 3 23 21 2 29 5 32 35
Wardley Trust 178.901 12.981 47.35% -7.81% 34.45% 31.77% 23.751 19.221 0.955 20 24 19 28 20 29 18 26
Guin.Mah Mgd Curr 188.92% 24.151 23.70% 1.671 36.99% 31.70% 23.64% 12.05% 1.514 4 25 18 16 34 15 14 27
Wardley Bond- 177.581 32.73% 27.63% -2.48% 25.84% 30.23% 22.79% 12.851 1.353 6 26 20 6 30 23 29 28
SP UK Growth Fd. 144.64% 34.95% 18.341 -8.84% 35.50% 28.06% 21.601 16.43% 0.986 18 27 26 5 39 31 17 29
JF Cur. Bond 161.09% 40.421 17.99% -5.251 26.941 27.86% 21.59% 15.201 1.065 14 28 22 3 40 26 28 30
SP DM Bond Fund 141.712 23.182 10.382 -5.271 39.072 32.862 20.042 15.942 0.919 21 29 27 19 45 27 9 24
JF Hong Kong 103.25% -25.83% 16.76% 2.99% 37.50% 62.06% 18.69% 29.89% 0.445 39 30 34 43 43 13 13 13
SP N.Aserican 123.67% 26.87% 42.471 -14.63% 28.112 10.58% 18.681- 19.482 0.682 27 31 28 15 22 39 25 42
Garteore Pacific 103.60% -25.76% 26.512 3.46% 32.41% 55.031 18.33% 27.49% 0.470 36 32 33 42 32 12 21 16
SP Fixed Int. 113.53% 50.89% 21.70% -2.80% 14.94% 1.80% 17.31% 18.962 0.628 28 33 30 1 35 -24 36 46
USO TID 113.89% 28.512 30.661 11.12% 7.62% 6.52% 16.891 10.50% 1.094 12 34 .29 14 28 *4 41 43
Brit-UK Growth 103.69% 19.86% 20.01% -3.23% 27.37% 18.96% 16.59% 10.36% 1.080 13 35 32 21 37 25 27 32
Brit.Stg.Mgd.Curr 71.97% 10.40% 18.80% -11.571 29.62% 18.771 13.211 13.81% 0.565 32 36 37 32 38 37 23 34
Gartaore Bond 79.14% 32.59% 4.77% -6.71% 16.30% 16.61% 12.712 13.14% 0.556 33 37 36 7 47 28 34 38
SP Int'l Growth 69.021 3.05% 41.51% -16.24% 16.061 17.07% 12.29% 18.92% 0.364 41 38 38 33 25 '44 35 37
JF Australia 17.411 -30.19% 52.101 -33.25% -7.98% 77.87% 11.71% 45.11% 0.140 45 39 48 46 18 47 47 7
SP Stg.Fixed Int 55.022 28.76% 17.28% -15.85% 20.88% 5.01% 11.221 15.55% 0.374 40 40 41 13 42 42 30 44
Brit.Am.Inc.Grow 62.22% -0.321 20.78% -10.68% 33.52% 11.05% 10.87% 15.50% 0.353 42 41 39 34 36 35' 20 41
6T Australian 24.87% -19.15% 78.272 -34.97% 12.00% 17.41% 10.71% 38.96% 0.136 46 42 47 41 6 48 37 36
AUD 1/0 57.90% 14.42% 25.25% 2.97% -4.99% 12.62% 10.05% 10.33t 0.451 38 43 40 23 33 14 45 40
6artgo.N.As.Trust 51.28% 13.38% 38.75% -16.33% 11.451 1.51% 9.75% 17.92% 0.243 43 44 42 25 26 45 39 47
Gartaore Australi 27.95% -29.551 44.90% -0.44% -16.82% 49.39% 9.50% 32.13% 0.127 47 45 46 45 21 21 48 19
81it.Ai.S.all Co. 43.021 23.69% 41.59% -15.81% 5.101 -9.061 9.10% 21.14% 0.175 44 46 43 17 24 41 43 48
HK% T/D 42.97% 11.382 9.382 8.131 4.69% 3.69% 7.45% 2.881 0.714 26 47 44 31 46 8 44 45
GOLD 34.31% 29.53% 1.861 -19.521 6.48% 18.792 7.43% 16.591 0.122 48 48 45 It 48 46 42 33
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TABLE 7.5
CORRELATION COEFFICIENT MATRIX OF RANKINGS
5-year
1982 1983 1984total 1985 1986Average
0.666688 0.792622 0.544771 0.207030 0.507317 0.578100 0.1682731S
0.6492090.953730 0.655832 0.704468Average
10.33480910.027249










Classification of Unit Trusts
To facilitate discussions, we have grouped the unit trusts in
our sample in a matrix with geographical region and investment
objectives as the two basic criteria. Although these unit trusts
can further be broken down into finer categories, the 7 x 4 matrix
has adequately served our purpose as far as our sample is
concerned. The matrix is shown in Table 8.1. The table shows that
almost eighty percent of our sample are equity funds with the rest
being currency and bond funds. Recently, other funds such as the
gold funds and the commodity funds are becoming more popular, yet
the number of such funds is insignificant during the period under
research. For the currency and bond funds, all of them are
internationally oriented or diversified. For equity funds, the
Pacific Region funds (including Japan and Hong Kong) represent 18.6
percent of the total funds with the Japanese Equity funds coming up
next. If the Pacific Region Equity and the Japanese and Hong Kong
Equity funds were all grouped together,they represent 39.5 percent
of the total sample. As our sample is a large one, this should also
be representative of the Hong Kong unit trust scenario.
Performance Appraisal
As pointed out in Chapter VII, the rankings by means of the
Sharpe's Index and by means of the Average Yearly Returns are
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quite different. The correlation coeffieient is found to be only
0.666688. The cause of this phenomenon should be that the Sharpe's
Index places more emphasis on the return in relation to the degree
of risk involved, i.e. if an investment has a very high average
annual return in absolute terms but with an unduly high risk, its
Sharpe's Index will have a low value. On the other hand, if the
investment is low risk and has medium returns, the Sharpe's Index
value would be high. So there is always a trade-off between risk
and return in choosing investments. However, one should note that
without taking a proportionately higher risk, one can never get
satisfactory returns. In fact, the Hong Kong Dollar Time Deposit
receives lower than median returns whether you look at its
performance from the angle of the Sharpe's Index or the Average
Yearly Return. In fact, it ranks the second last as far as the
Average Yearly Return is concerned. The other low risk investment
which ranks high in terms of Sharpe's Index is the U.S. Dollar. The
main cause should be due to the high returns in Hong Kong Dollar
terms in 1982 and 1983 when the Hong Kong Dollar has fallen
drastically due to political reasons until it was pegged to the U.S.
Dollar on October 17, 1983. Since then, only very moderate returns
were experienced. In absolute terms, the U.S. Dollar is well below
the median. For Australian Dollar Time Deposit, it also performs
well below the median due to the fall in its exchange rates. Table
8.5 shows that it has fallen by almost 20 percent vis-a-vis the Hong
Kong Dollar during the period 1982 to 1986. Furthermore, the
Australia's economy is also well reflected by the performance of the
Australian equity funds. The three Australian equity funds in our
sample monopolized the last four places giving up the last place
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only to Gold. Gold is the last by all means during 1982 to 1986.
The major year of good performance'for Gold is 1982. Then Gold went
for a downward plunge and was only up again in 1986. An interesting
point can be seen from the performance of the Hong Kong Equity funds
and their relationship with the Hang Seng Index. Hang Seng Index is
four places above the median performer in Average Yearly Return
terms and six places below the median in Sharpe's Index terms.
Interestingly enough, it is flanked by three of the four Hong Kong
Equity funds in our sample in terms of the Average Yearly Returns.
In fact, three of the four Hong Kong Equity funds do not out-perform
the Hang Seng Index when the sales charge is taken into account
whereas the reverse is true when the sales charge is ignored (see
Tables 7.2 and 7.4). So if a person can get the Hang Seng Index
portfolio by himself, he may save up the sales charge as well.
However, that would require a large sum of money and that is why
unit trusts.can be an alternative arrangement. As a matter of fact,
the sales charge causes a very small drop of less than one percent
in Average Yearly Return terms when the funds are held over a five
year time horizon.
Cause of Ranking Positions
Having appraised generally the investment results of unit trusts
and other investment alternatives, we shall try to examine what the
general causes of various rankings area To enable this to be done,
the average rankings both by reference to the Sharpe's Index and the
Average Yearly Returns of the various classes of unit trusts as
classified in Table 8.1 are computed and the results are shown in
Tables 8.2 and 8.3. These two tables show that the.number one
performer is the Japanese Equity fund which ranks the top both by
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reference to the Sharpe's Index and Average Yearly Returns. In
fact, all five Japanese Equity funds in our sample were within the
top ten of the list in terms of average yearly performance (Table
7.4). Besides, Tables 8.4 and 8.5 show that the Tokyo First Section
Index has risen by 275.4 percent during 1982 to 1986 and the
Japanese Yen has moved up 87.69 percent against the Hong Kong Dollar
during the same period. Coupled by these two strong forces, it can
be easily visualized the extent of opportunity loss a Hong Kong
small investor would suffer if he had not invested in any of these
Japanese Equity funds. Next come the International Equity and
Pacific Region Funds. In fact, many of these funds invest heavily
in the Japanese equities and therefore follow closely the top
performer. In the order of overall average (Table 8.3), the U.S.
Dollar Time Deposit comes next. We should be particularly cautious
in interpreting this one. The high rank is caused mainly by the low
risk and the drop in value of Hong Kong Dollar vis-a-vis U.S. Dollar
in 1982 and 1983. After the U.S. Dollar rose to its highest level
in early 1985, it continues to fall and so far seems to have not yet
touched the bottom. So we do not recommend to base any future
forecasts on this particular ranking. The next batch of funds is
the international currency and bond funds. The cause should be that
most of them have invested substantially in currencies other than
U.S. Dollar and so caused good returns in Hong Kong Dollar terms.
In the interim report of Guiness Mahon's Managed Currency Fund for
the six months ended October 31, 1986, it reported that the Fund
held only Japanese Yen, Deutsche Mark, French Francs, Swiss Francs
and Sterling in 85 percent of the period being reported and only
held a small portion of U.S. Dollar in the last four weeks. Now we
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have already gone through 72 percent of the unit trusts in our
sample before Hang Seng Index is reached. The poor ranking is
caused by the substiantial volatility in performance during the
period under study. This has resulted in a low ranking in terms of
the Sharpe's Index. As a matter of fact, the Hang Seng Index did
quite well in the three years 1984 to 1986. Were if not for the
fall in the value of Hong Kong Dollar and the excellent performance
in the other countries of the Pacific, especially Japan, it would
have rank much higher. The Australian Dollar Time Deposit and
Australian Equity come in the second and third last places mainly
due to the continual weakening of the Australian Dollar and the'poor
Australian economy. Gold is the last in all aspects as far as the
period under study is concerned. Unless you have a very good timing
in hoarding Gold everytime it is low and selling it when it is high,
poor result is what you would have as shown in the various tables
mentioned.
The Future
What ordinary investors would ask now is whether the results
from this study can be used as a basis for investment strategy in
the future. If we were to use the results.in this way, we would be
assuming that the economic events happened in those five years are
going to repeat themselves somehow in the future. Certainly, this
is quite a naive assumption especially when we had very dramatic
economic changes in those five years, i.e., the downfall of the Hong
Kong Dollar and its being pegged to the U.S. Dollar, the continuing
weakening of the U.S. Dollar since early 1985 and the big boom in
the world stock markets, especially in Japan. All these may not
necessarily repeat themselves in the future years. However, one
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lesson we can certainly draw from this study, is that the most
important factor to success in investment decisions is an accurate
or fairly accurate forecast of the world's economic conditions. If
you forecast accurately in the last few years that U.S. Dollar is
over-valued and that Japanese is the winner in world economies, you
should be able to shift your investment vehicles to those related to
the booming sectors. You do not need to be able to select the right
security or even a particular industry, you can do that by picking
up the appropriate funds in that area. Because of diversification
in those funds, all you need to worry yourself is therefore only
market timing and investment type selection. Without unit trusts,
it is very difficult for small investors to have diversified
investments in far-away areas such as Japan and other Pacific
countries. As shown in Table 7.5, the correlation between one
year's performance with another year is quite low and so prediction
of future period's performance based on past period's returns is
very difficult.
Conclusion
Whilst it may be difficult to foresee or forecast the world's
economic conditions in order to have a good investment choice, what
can be learned from this study is that if we-expose ourselves only
to the local economy, i.e. investing only in the Hong Kong Stock
Market, Hong Kong Dollar Time Deposits and even some foreign
currency deposits as most of the respondents in our survey did, the
expected return is bound to be below average in the long run because
only diversification can successfully reduce risks in portfolio
selection. For our respondents, their risks lie in.high
concentration in the local economy and currency. Although
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diversification into foreign currencies gives a better yield, it is
only so vis-a-vis Hong Kong Dollar or U.S. Dollar in recent years.
In terms of those currencies, the interest rates are very low.
Although Gold and Australian Equities were among the last in the
rankings in the period under study, they are already experiencing a
strong upturn at the time of writing this report. If we forecast
that the world's economic conditions are turning to their favour,
there is no reason to refrain from investing in them despite their
bad performances in the past five years. 'However, one should never
concentrate on just one investment type in the long run as
correlations betwen one period's performance and the next are
usually low as shown in our previous analysis.
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TABLE 8.1
MATRIX OF CLASSIFICATION OF UNIT TRUSTS
BY GEOGRAPHIC REGION AND INVESTMENT OBJECTIVE
Investment (C) (D)(B)(A)













3 7.0%5. Australia 3
(7.0%)
2 3 167 4 37.2%6. Internat-
ional (16.2%) (7.OY,)(9.3%) (4.7%)
.4.7%227. U.K.
(4.7%)
Total 34 4 2 100%3 43




AVERAGE RANKINGS OF INVESTMENTS
AS CLASSIFED IN TABLE 8.1
(1)+(2)/2(2)(1)




9.404.8014.20A2 Japanese Equity Funds
28.8823.0034.75A3 Hong Kong Equity Funds
33.8035.4032.20A4 American Equity Funds
44.0042.0046.00A5 Australian Equity Fnds
17.0018.1415.86A6 International Equity Funds
23.2531.0015.50A7 U.K. Equity Funds
25.3829.75B6 Int'l Currency Bond Funds 21.00
24.2518.00 30.50C6 Int'l Currency Funds








RANKINGS IN ORDER OF OVERALL AVERAGE
Percentage of
Rank Value OrderTotal FundsClassification
11.6% 19.40Japanese Equity
17.0016.2% 2International Equity





25.38 8Int'l Cuurency Bonds 9.3%
25.50 9Hang Seng Index








CHANGES IN STOCK INDICES FROM 1982 TO 1986
Percentage ChangesIndex
Japan
275.4%Tokyo First Section Index
233.7%Tokyo Second Section Index
Pacific








97.6%S & P 500
Source: Jardine Fleming Investment Management Ltd.
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TABLE 8.5
CHANGES IN EXCHANGE RATES OF FOREIGN CURRENCIES
VIS-A-VIS THE HONG KONG DOLLAR








Ending Rate- Beginning Rate
100
Beginning Rate
(Exchange Rates used. are in direct quotes)
Source: Hong Kong Monthly Digest of Statistics
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APPENDIX 1
HANG SENG INDEX OF STOCK PRICES



























Note: Figures in parenthesis are the dates
* Only month-end figures are available prior to 24 Nov. 1969
Source: HSI Services Ltd.
(A wholly-owned subsidiary of Hang Seng Bank Ltd.)
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THE CHINESE UNIVERSITY OF HONG KONG
TELEGRAM• SINOVERSITY
六 三 五SHATIN• NT• HONG KONG• TEL: 0-6352111 香 港 祈 界 沙 田 電 話 零TELEX• 50301 CUHK HX
TEL. 0-6352783
工 商 管 理 學 院 碩 士 課 程 部
MBA Division
Faculty of Business Administration January 22 1987
星 坐 專 題 研 究 用 箋
Student Research Projects
We are two final year students of the Chinese University
of Hong Kong Three-Year MBA programme. In partial fulfillment
of the requirements for the MBA degree, we are working on a
research report for presentation to the Graduate School. The
topic we have selected is Is Unit Trust an Attractive
Investment for Small Investors: the Hong E:::ong. Experience.
Over the past two years, the unit trust market in Hong
Kong has gained prominence which is evidenced by the increasing
number of unit trust products being advertized and offered to
the general public. The objective of our paper is to study
this market in detail and to draw some conclusions as to
whether this is just a fad or that it will eventually play an
important role in the investment scene and ultimately alter the
investment pattern of local residents. Comparisons of
performance history (over a 5-year period, if possible) with
other popular investment vehicles such as stock, gold, etc will
also be included in our study. Our definition of small private
investor is any household who has around Hk:::$5C-Y 00C) in liquid
asset and is eager to invest for a financial return.
As your company is the Hong Kong representative of
several unit trusts, we will surely benefit from your valuable
opinion and experience in this business. We would appreciate
it if you could so generously grant us an interview to discuss
this further with you face to face. To prepare us for the
interview, we would request you to spend some time to complete
the attached Fact Sheets. In case an interview cannot be
conveniently arranged on your part, we would appreciate if you
would complete the Fact Sheets and return them to us together
with whatever additional published data you can provide us with.
香 港 中 文 大 學
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You may also be interested to know that we shall conduct
a questionnaire survey on a survey on a sample of individuals on this
suject; findings of which we believe will be very useful in
gaining an insight on unit trust from the general public's
point of view. We would be most happy to share the findings
with you.
Please feel absolutely assured that all information
collected from you will be treated in utmost confidence. If
you so desire, we would be glad to send you a copy of our
finished report after it is properly approved by our Research
Advisor. In case you would like to contact us, please feel
free to do so:
Agnes Sie Eugene Wong
5-8446822 5-8942090
Exxon Chemical HK Inland Revenue
May we take this opportunity to thank you for your kind
assistance in this matter. We should be most grateful if you
could complete and return the Fact Sheets to us within two
weeks.
Yours truly,
Agnes Sie Eugene Wong
cc Mr.Lamp Li - Research Advisar
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Return to:
Agnes Sie OR Eugene WOng
P. O. Box 31167C/O G.P.O. BOX 749






I have completed and am returning the attached Fact Sheets.
(I) On interview:
Yes, I would like to discuss this further with you in a meeting.
My preferred time is: DAY: DATE
TIME
Please call at to
(name) (phone)
confirm time and place.
No, I would not be able to meet you in person. You can contact me
at phone no.............. in case clarification of
information is required.
(II) Questionnaire Survey:
Yes, I would like a copy of your survey findings.
No,
(III) Final Report:
Yes, I would like to have a copy.
No.
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FACT SHEET (P. 1)




Size of Fund expressed as Net Asset Value
3










Number of Units Issued as of Dec.31 of




















BID/OFFER PRICES AS OF DEC. 31 OF THESE YEARS
1985 19861984198319821981





DIVIDEND/INCOME DISTRIBUTION PER UNIT







% OF CUSTOMERS WHO ARE
PRIVATE







LAST QUESTION! FROM YOUR EXPERIENCE, PLS
RANK BELOW FIVE ALTERNATIVE INVESTMENT
VECHICLES WHICH ARE COMPETING WITH UNIT
TRUST FOR A SHARE IN THE LOCAL PRIVATE
INVESTMENT MARKET.
5 BEING THE MOSTPOPULAR.
GOLD




OTHER CURRENCY TIME DEPOSIT
please tick the 3 most popular currencies:
Yen... DM... ECU... US$...
Sterling... Aust... Cdn...
NOTE: IF YOUR HAVE MORE THAN
FIVE UNIT TRUSTS, PLEASE CONTINUE ON ANOTHER PAGE: THANK YOU
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THE CHINESE UNIVERSITY OF HONG KONG
TELEGRAM• SINOVERSITY
香 港 昕 界 沙 田 . 電 話 ： 六 三 五SHATIN• NT• HONG KONG• TEL: 0-6352111 TELEX• 50301 CUHK HX
TEL. 0-8352783
工 商 管 理 學 院 碩 士 課 程 部
MBA Division
Faculty of Business Administration




We are two final year students of the part-time MBA programme of the
Chinese University of Hong Kong. We are also investors in uri.t'trusts
ourselves. For the purposes of both our research project and our personal
interests in unit trusts, we have sent to you on January 22 1987 a letter
requesting for mainly performance details of unit trusts represented by
your company in H.K. As we have not yet included your company's products
in our investment portfolio, we are seeking your kind assistance in providing
the necessary information. A copy of our last letter is enclosed for your
ready reference.
We understand that during this present boom of unit trust market in H.K., to
attend to our request for information by busy executives like you is diffi-
cult however, we would appreciate it very much if you would kindly comply.
We hope that with the information supplied, we can make a fair comparison
of the performance of your company's products against those we are already
holding. Perhaps, we would also recommend your products to our friends and
relatives.
Again, may we thank you in advance for your kind attention in this matter.








I. Date: February 12 1987
Person Interviewed: Mr. Shane H. Norman
Director of N.M. Rothschild Sons (HK) Ltd.
Interviewed by.: Mr. Eugene Wong
The following is a summary of the information given by Mr.
Norman:
1. Present Business Strategy of the Company
Although the company accepts small investments of
minimum amount at HK$10,000 (100 Units, i.e., the minimum
subscription, of the Old Court Hong Kong Fund can be bought
with about HK$10,000), its major clientele are local
institutional investors such as pension fund managers of
large companies in Hong Kong. So far, not much attention
has been given to the small investors as Mr. Norman thinks
that this is best left to the financial intermediaries
which are equipped with the kind of personnel and resources
to serve them. He comments that the general public in Hong
Kong still lacks adequate knowledge about what unit trusts
area The boom in unit trusts as an investment vehicle for
small investors only started about two years ago and the
Hong Kong Association of Unit Trusts was also only set up
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for less than two years. So it can be seen that the
popularity of unit trusts for small investors is only at
the beginning stage and the potential for its further
development should be still quite large. He expects that
the knowledge about unit trusts by the general public will
increase as its popularity grows.
2. Future Strategies
As the company is now fully aware of the potential of
the market of unit trusts in Hong Kong, the company will
try to play a more visible role in 1987 when a number of
new unit trusts will be launched so that more choices can
be offered to the public.
3. Competing Investment Vehicles
Ignoring the fact that there is almost always a unit
trust which specializes in an area of investment which the
public can invest through it, the most popular investment
vehicles which the general public in Hong Kong invests
directly in are:
5 HK$ Time Deposits
4 Gold
3 Hong Kong Stock Market
2 US$ Time Deposits
1 Time Deposits in other foreign currencies-







Note: 5 being the most popular
He did not think that the small Hong Kong investors would
touch on Euro-bonds or U.S. T-Bills.
4. Method of Investment Selection
Mr. Norman says that normally the top-down approach of
investment selection is used by the investment managers.
They would first analyze the macro-economic conditions of
the world economy to decide on the geographical region for
investing. Then they would decide on the industries or
markets and then on the individual stocks etc. They would
also use trend charts to assist them to have a good market
timing.
5. Information about the Unit Trusts they represent in Hong
Kong
Mr. Norman said that as the managers of their Unit
Trusts are in Channel Islands, he was not able to provide
the interviewer with those detailed information asked for.
Nevertheless, some usual information pamphlets were given.
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: February 26, 1987II. Date
Person Interviewed: Mr. John W.C. Cheung, Associate Director
of Wardley Investment Services (Hong Kong)
Limited
Interviewed by: Ms. Agnes Sie
The following is a summary of the information given by Mr.
Cheung:
1. The Major Causes for the Current Boom in Unit Trusts Market
in Hong Kong
- Interest rate drop,
- Bullish stock market in Hong Kong and elsewhere,
- Maturity of unit trusts markets in U.S.A. and U.K. causes
a shift in emphasis to this part of the world,
- High educational level of Hong Kong investors make them
more receptive to new investment products.
2. The Outlook of Unit Trust in Hong Kong
Outlook is very optimistic. Currently, inflow of fund
exceeds far more the outflow of fund. 1987 business is
expected to be much better than 1985 and 1986. Apart from
the driving forces mentioned in above, good track record of
unit trust performance in 1985 and 1986 plays a significant
part in pushing unit trusts in Hong Kong.. Return in 1987
may not be comparable to the achievements made in 1985 and
1986, but it will be respectable.
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3. The Main Features of Unit Trust
- Professional management,
- Diversification of risk,
- Access to a pool of fast information,
- It is not meant for short term speculation. Unit-holders
should ride up and down with the fund,
- It is a good means for putting away individual's savings.
4. Future of Unit Trust
When Hong Kong Stock Market matures, it will be
dominated by key institutional players. It is possible
that by then small investors will hold nothing but unit
trusts in their investment portfolio.
Number of registered shareholders of listed companies
in Hong Kong will decline as more and more individual
investors liquidate their share holdings and invest their
money in unit trusts instead.
5. Wardley Business
Wardley unit trusts still put their emphasis in the
U.K. market where their major clientele is the big
institution. Their target individual investor in Hong Kong




SECTION I:' PERSONAL PARTICULARS
1) Age:
31-40 41-50 51 & abovebelow 30
2) Number of dependents:
nil 1- 3 4- 6 more than 6









5) Number of working years:
16- 20 over 2011- 155- 10below 5
6) Estimated Annual Household Income:
overbelow $300,001 $400,001$200,001$100,001
- $300 000 - $400,000 - $500,000 $500,000$100,000 - $200,000
7) In 1986, what is the approximate amount you have spent in investment
(excluding mortage payments of your flat)?
below over$200,001$50,001 $100,001
- $300,000 $300,000$50,000 - $100,000 - $200,000
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SECTION II
YOUR INVOLVEMENT IN UNIT TRUSTS
(OR MUTUAL FUNDS IN AMERICAN TERM)
1) Do you invest in unit trust?
Yes, please go to the next question.
No, please go straight to question 3
2) To the extent possible, please list details of your unit trust investments:
Amount investedNo. ofMonth/YearName of
(specify currency)Units heldacquiredtrust
Please Qo to question 5.
3) How well do you know about unit trust?
never heard of itnot too wellfairly wellvery well
4) Please give major reason(s) for not investing in unit trust if you know
about this type of investment:
they are too risky
their returns are unsatisfactory.
transaction cost (ie spread between bid and offer price)
too costly
channel of transaction inconvenient
minumum subscription. amount too large
no confidence on the unit trust managers.
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5) When did you first hear of unit trust?
5 years & more4 years3 years1 year ago 2 years
6) From which medium did you know about unit trust?
banksinvestmentfriendsmagazines &newspaper
brokersjournals(advertisement)
7) If your have not invested in unit trust before, do you intend to start
doing so in 1987?
noyes
If you have already invested in unit trust, do you have have any plan to
increase your holding in 1987?
noyes
8) What other types of investment are you presently holding other than unit
trust?
Real Droverty: What is the current market value of your property?




Foreign currency deposits. Pls indicate currencies held:
Foreign corporate bonds (including Euro bonds)
HK$ cash savings (including time deposits)
Gold
Others, please specify
9) From your own experience, please list the top three performers of those




10) How would you categorize your attitude towards risk when planning your
own investment portfolio?
risk balancerrisk avertor risk taker
THE END. THANK YOU FOR YOUR TIME
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APPENDIX 5
TOTAL NUMBER OF RESPONDENTS:82







2) Number of dependents:
more than 64- 61- 3nil





of a professional 2323firm
commercialfinance/banking4
Education: 5 Services: 2
others (please specify)
5) Number of working years:
1
4821 12
over 2016- 2011- 15below 5 5- 10
6) Estimated Annual Household Income:
1 13 73217 12
over$400,001below $300,001$200,001$100,001
$500,000-$400,000 -$500,000-$300,000$100,000 -$200,000
7) In 1986, what is the approximate amount you have spent in investment
(excluding mortage payments of your flat)?
441 18 10 9
overbelow $200,001$50,001 $100,001
$300,000$50,000 - $100,000 - $300,000- $200,000
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SECTION II
YOUR INVOLVEMENT IN UNIT TRUSTS
(OR MUTUAL FUNDS IN AMERICAN TERM)
1) Do you invest in unit trust?
12 Yes, please go to the next question.
70 No, please go straight to question 3
2) To the extent possible, please list details of your unit trust investments:
Name of Month/Year Amount investedNo. of
acquiredtrust Units held (specify currency)
Hk$200,0001986/1987On average: 2 per person
(Based on 12 respondents who invest in unit trusts.
Please go to question 5
3) How well do you know about unit trust?
21
76 48
very well fairly well not too well never heard of it
4) Please give major reason(s) for not investing in unit trust if you know
about this type of investment:
8 they are too risky
6 their returns are unsatisfactory.
transaction cost (ie spread between bid and offer price)19
too costly
20 channel of transaction inconvenient
15 minumum subscription. amount too large
20 no confidence on the unit trust managers.
3 lack of information
2 no time to analyze
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5) When did you first hear of unit trust?
.226201420
5 years & more4 years3 years2 years1 year ago





7) If your have not invested in unit trust before, do you intend to start
doing so in 1987? N/A: 13May be: 14919 noyes
If you have already invested in unit trust, do you have have any plan to
increase your holding in 1987?
N/A: 591310 noyes
8) What other types of investment are you presently holding other than unit
trust?
Real property: What is the current market value of your property?29
How much is your o/s mortgage?HK$
HKS
35 Hong Kong Stocks
15 Overseas Stocks
60 Foreign currency deposits. Pls. indicate currencies held:
DM: 3 US:19 Cdn: 6 A$: 9 others: 11
ECU:6 YEN: 3 NZ: 1 Stg:2-
6 Foreign corporate bonds (including Euro bonds)
55
5 HK$ cash savings (including time deposits)
17 Gold
OptionsOthers, please specify
4) From vour own experience. please list the top three performers of those
investment vehicles listed in question 8. Unit trustFX overseas stock Gold Savinproperty HK stock





10) How would you categorize your attitude towards risk when planning your
own investment portfolio?
541315
risk balancerrisk takerrisk avertor
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